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12 January 2001 
 
 
Mr Paul Bilyk 
Acting General Manager 
Regulatory Affairs – Electricity 
Australian Competition and Consumer Commission 
PO Box 1199 
DICKSON ACT 2602 
 
 
By e-mail: electricity.group@accc.gov.au 
 
 
Dear Paul 
 
NATIONAL ELECTRICITY CODE CHANGES 
TASMANIA’S ENTRY INTO THE NATIONAL ELECTRICITY MARKET 
HAZELWOOD POWER SUBMISSION 
 
Thank you for the opportunity to comment on the Code changes proposed to 
underpin Tasmania’s NEM entry.  Since the opportunities for further comment to 
the Commission regarding the connection and market arrangements in 
Tasmania are uncertain, Hazelwood Power (HP) will take this opportunity to 
comment more broadly on Tasmanian National Electricity Market (NEM) entry.  
Because the comments focus on public benefit and competition issues, we 
believe that they are nonetheless directly relevant to the specific applications 
before the Commission. 
 
This submission concentrates on Basslink, both because the specific 
authorisations sought are electricity related, and because there is insufficient 
detail for any critique of the TNGP proposal.  However, our expectation would be 
that the Commission would apply the same level of scrutiny, and apply many of 
the same principles, in the future analysis of the TNGP when it seeks 
authorisation. 
 
HP has reviewed the documentation prepared and presented by the Tasmanian 
government.  Though comprehensive, this suite of documents largely addresses 
the Code issues around Tasmania’s entry into the NEM, given that the  
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decisions to build Basslink and to institute the Tasmanian Natural Gas Pipeline 
(TNGP) have already been made.  The documentation, however, largely fails to 
address whether these facilities should be built, and if so, whether they 
constitute a reasonable and fair basis for Tasmanian entry into the NEM. 
 
These are questions of competitive neutrality.  HP has consistently argued in the 
context of a number of Code debates, that the NEM will only deliver a 
sustainable electricity supply when investors are confident that sovereign risk 
will not undermine their investment.  Specifically, investors will not continue to 
offer high capital cost merchant plant into the market while other projects are 
allowed to proceed on bases that are non-commercial, underwritten by the 
taxpayer. 
 
The Commission has specifically recognised the need to let the market work in 
its treatment of the framework for investment in regulated interconnectors.  
When defining the regulatory test, the Commission chose to include a market 
failure criterion as a precursor to committing the public to underwrite new 
transmission investment.  This requirement meant that the public was not 
exposed in the same way to investment risk, and the investors in alternatives to 
interconnectors such as local and distributed generation could have confidence 
that their investments would not be undermined by a non-commercial public 
purse. 
 
HP does not question the right of sovereign governments to take whatever 
actions they consider necessary to ensure the reliability and security of 
electricity supply to their constituency, and to endeavour to achieve whatever 
economic benefits they can for that constituency.  The decision to participate in 
the NEM is the province of participating governments.  However, the NEM 
design is predicated on the principles of competitive neutrality. The participating 
jurisdictions have agreed to ensure that government-owned businesses 
participate in the market on a similar commercial footing to private participants.  
This agreement to ensure rational behaviour of the participants ensures that 
non-commercial projects do not ultimately undermine the investment climate 
delivered by the market, and result in failure to achieve long-term supply 
reliability, to the ultimate detriment of electricity consumers. 
 
As has been evidenced by the requirement for specific Code changes to allow 
the assessment of the Basslink proposal, and the requirement for extensive 
derogations related to process, the Code does not anticipate the addition of new 
jurisdictions or regions to the market.  Arguably, the regulatory test should apply 
to the decision to add a new physical region to the NEM; that is to say, NEM 
entry should only occur where there is a net public benefit from the 
interconnection of the new region on to the existing market.  However, the Code 
does not cover this matter, and the jurisdictions make the decision regarding 
establishment of a new region on the market. 
 
Were the proposed means of connection of the new region to the market to be 
by regulated interconnection, this assessment would occur automatically.  
However, Basslink is proposed as a Market Network Service Provider (MNSP).   
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Assuming that steps are taken to resolve the fact that Basslink does not qualify 
as a MNSP under clause 2.5.2 (a)(4) of the Code because of the absence of a 
regional reference price, Basslink will avoid the regulatory test which would have 
enabled formal evaluation of the benefits claimed.      
 
Further, the Code does not provide formal criteria for judging whether an 
interconnector is regulated or non-regulated.  This is essentially a matter of 
choice for the proponent.  However, it is clear that nomination as a MNSP 
avoids the regulatory test which evaluates, inter alia, whether the proposed 
asset has a net public benefit, and therefore represents an acceptable asset 
which consumers in general should underwrite. 
 
While Basslink is proposed as a MNSP, it bears little similarity to other MNSPs.  
In fact it exhibits the key characteristics of a regulated interconnector, in that (on 
the basis of the material provided by the Tasmanian government), the project 
bears no market risk.  Basslink’s revenue is effectively underwritten by 
Tasmanian taxpayers through their ownership of Hydro Tasmania. 
 
Nor does it appear that Basslink will behave like a MNSP.  The material 
provided indicates that Hydro Tasmania is the owner of the settlement residue.  
Consequently, Basslink will be unable to offer inter-regional hedges.  Hydro 
Tasmania has indicated its intention to sell off the Victoria to Tasmania 
settlement residue, while retaining the Tasmania to Victoria settlement residue.  
From the market perspective, this behaviour is also akin to regulated rather than 
non-regulated interconnection, where the market is unable to secure hedges 
from the NSP, and is obliged to synthesise hedges for itself based on the 
availability of the settlement residue.  As is the case for a regulated 
interconnector, customers, in supporting Hydro Tasmania’s costs, receive the 
fixed revenue from the sale of hedges.  Their risk is in whether the value of the 
fixed revenue matches the cost of the interconnector.  From a market 
perspective, this is very doubtful. 
 
An alternative way of viewing the proposed financial arrangements for Basslink 
is to accept the fact that the Basslink services agreement (to the extent 
assessable from the material provided) effectively makes Hydro Tasmania the 
MNSP.  All the key market aspects of Basslink are under Hydro Tasmania 
control.  That is, Hydro Tasmania takes the market risk, has the right to control 
the transfer, and receives what market revenue is applicable to the 
interconnector.  In our view, these are the functions of an MNSP.  Basslink is 
merely an asset owner/supply contractor under the Basslink Services 
Agreement.  This relationship seems akin to the relationship between VENCorp 
and SCI Powernet in Victoria, where VENCorp is clearly the Victorian NSP, with 
SCI Powernet the asset owner under contract. 
 
Viewed from this perspective, the absolute monopoly generator in Tasmania is 
the effective owner and absolute controller of the only transmission assets 
enabling Tasmania to become part of the NEM.  Even with a separate Bell Bay 
power station fired with gas (BBPS), Hydro Tasmania will remain the dominant 
supplier.  With BBPS running at 90% capacity factor at its maximum planned  
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capacity of 350 MW, Hydro Tasmania will supply 72% of the energy required by 
the Tasmanian market.  In capacity terms, with a fully open Basslink and BBPS, 
Hydro Tasmania would control 65% of the capacity available to Tasmania.  In 
the view of HP, this raises very significant issues for competitive outcomes in the 
proposed Tasmanian market.  Given this context, the likelihood of realistic 
supply-side competition within Tasmania has to be open to question. 
 
The practicality of a competitive market in Tasmania is further compounded by 
the combination of the proposed vesting arrangements and the existence of the 
so-called MI contracts.  On the basis of the data provided in Figure 7.1 of the 
‘Competitive Future’ paper, the existence of the MI contracts means that, 
despite proposed Basslink completion in April 2003, less than 10% of the 
Tasmanian retail market is contestable for 18 months thereafter, less than 20% 
for 3.5 years, and 50% or more will remain non-contestable until October 2007.  
The degree of alternative supply choice for Tasmanian consumers must be 
questioned in this light.  In the interim, Hydro Tasmania enjoys largely 
unrestricted access to the NEM, and the ability to contribute to fully opened 
markets. 
 
The structure whereby a Hydro Tasmania with virtually total market power also 
has control of the MNSP also raises concerns in regard to the access 
undertaking which must be sought from the MNSP.  In other situations around 
the NEM, the Commission has had the reassurance of existing markets which 
are more or less competitive on either side of a proposed MNSP, with an actual 
or planned regulated interconnector in parallel.  In these cases, assurance of 
open access and reasonable pricing is underpinned by competitive forces.  In 
the case of Basslink, the absence of competition at the Tasmanian end of the 
MNSP, and the fact that the MNSP is effectively controlled by the monopoly 
supplier, will mean that open access will be far less certain. 
 
In the view of HP, the Commission is the only authority with the jurisdiction and 
independence to properly evaluate the appropriateness of both the underlying 
Basslink/NEM decisions, and the mechanisms proposed to underpin them.  In 
our view, there are significant questions over both public benefit and competitive 
detriment embodied in the proposed suite of arrangements which will enable 
Tasmanian interconnection with the NEM. 
 
HP also has comments on a number of matters of detail, and these are 
contained in the Appendix to this submission.  This appendix includes counter-
arguments that suggest that the Tasmanian government’s view of the public 
benefit of Basslink is overstated. 
 
However, at the strategic level, it is our contention that before the Commission 
analyses the proposed arrangements in detail, it must address issues of the 
nature raised in this submission.  In summary – 
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1 The structural arrangements proposed by the Tasmanian government avoids a 

formal assessment of the public benefit brought by establishment of a 
Tasmanian region and its interconnection to the NEM. 
 

2 While a MNSP in name, Basslink is functionally a regulated interconnector, and 
its right to being should be adjudged using the public benefits test.  This test 
would also satisfy the concern raised in 1 above. 
 

3 The structural and vesting arrangements proposed mean that there is little or no 
effective competition in Tasmania for many years, and the right to connect to the 
NEM and the vesting contracts proposal should be assessed in that light, 
treating the absence of an effective market as a competitive detriment. 
 

4 The relationship between Hydro Tasmania and Basslink gives that supplier 
absolute market power in Tasmania, making it arguable that the arrangements 
should not be ratified by the Commission on competitive detriment grounds 
alone. 
 

5 The access undertaking from Basslink does not have the benefit of competitive 
alternatives and benchmark pricing.  HP expects that additional undertakings 
would be necessary to ensure that genuine ‘open access’ was provided.  At any 
rate, it is arguable whether Basslink itself can provide an access undertaking, 
given that Hydro Tasmania control all access-related aspects of the link. 

 
The “Contextual Submission” (p10) suggests that the Basslink Services 
Agreement is the “most economically efficient way of allocating project risk to 
those most able to bear it to ensure that Basslink is developed as a viable 
project”, and further that the Basslink Services Agreement “therefore represents 
the only presently available means of achieving interconnection between 
Tasmania and Victoria”.  In these two statements lies the nub of the problem 
with Basslink as proposed.  The risks associated with the proposed 
interconnection of Tasmania with the mainland NEM are considered by a 
commercial developer of some substance to be too great to justify its 
participation in its own right.  Therefore it is proposed that the people of 
Tasmania though Hydro Tasmania accept the risks, effectively the commercial 
non-viability, of the project, in order to enable it to go ahead.  By its own 
proposed structure, the Tasmanian government implies that the benefits do not 
justify the project.  
  
Hazelwood Power would be pleased to further expand on any or all of the above 
arguments at the Commission’s convenience.  Initial contact should be with the 
undersigned on telephone 03 9642 8055. 
 
 
Yours sincerely 
 
 
…. signed …. 
 
Stephen Orr 
DIRECTOR SALES AND MARKETING 
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APPENDIX 
 
HP COMMENTS ON MATTERS OF DETAIL 
ASSOCIATED WITH THE BASSLINK AUTHORISATIONS 
 
 
Claimed Benefits of Basslink 
 
The body of this submission argues that the existence of Basslink itself should 
be subject to the Net Public Benefits Test, before the Commission assesses the 
benefits claimed as a basis for authorisation of the specific provisions sought by 
the Tasmanian government.  The following comments address some of the 
claimed benefits, and are relevant to either the consideration of the existence of 
Basslink itself, or the authorisation of specific provisions. 
 
• It is claimed that Basslink would provide access to peaking capacity valuable 

for meeting Victorian peak demands.  However, the “Competitive 
Future” paper, p26, indicates that “In the summer, there is typically a 
greater need for imports to Tasmania, and Figure 4.1 (sic) shows that 
the link would operate in a southward direction for longer and at greater 
capacity.”  Victoria’s need for peaking capacity is confined to very hot 
summer days.  The benefit claimed on p61 of up to 600 MW of peaking 
capacity is therefore overstated.  With the potential effects of lower 
precipitation years in Tasmania associated with hotter years, the benefit 
claimed is further reduced. 
 

• The “Contextual Submission” claims that Basslink will assist Australia in 
meeting its greenhouse gas commitments.  Further, the “Competitive 
Future” paper, p62, claims that greenhouse gas targets will be assisted 
by avoidance of peaking gas plant in Victoria.  There are two issues with 
this argument. 
 
Firstly, the Commission itself, in its development of the Regulatory Test, 
made it clear that public benefit should only be determined where a 
specific benefit (for example, the legislated requirement to achieve a 2% 
component of renewables in retail energy supplies) was identifiable.  
Since the broader greenhouse issue has no such definable benefit, for 
consistency the Commission should not consider these benefits 
claimed. 
 
This limitation notwithstanding, the argument with respect to substitution 
is flawed.  The Basslink proposal anticipates no net change in the 
quantity of energy provided from Tasmanian hydro sources, and hence 
any displacement of mainland peak plant needs to be compensated by 
offpeak imports into Tasmania, largely from coal.  In energy terms, the 
proposal provides any Victorian peaking requirement through further 
utilisation of coal-based plant.  Further, Tasmania is proposing refiring of 
BBPS with gas, a proposal which presumably seeks a market 
somewhere, and adds to the greenhouse gas burden, at the very least  
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through the additional demand targeted from Tasmania.  
 

• Lower Victorian spot prices are claimed as a benefit.  There are also two 
factors which reduce or limit this benefit.  Firstly, while additional peak 
capacity from Tasmania could be argued to reduce peak prices in 
Victoria, offpeak prices could be expected to rise as a result of higher 
offpeak demand.  While the peak effect on demand-weighted price is 
higher than that of the offpeak, the duration of the offpeak flow is 
expected to be double that of peak flow. 
 
More fundamentally, the financial justification of the Basslink project, 
and presumably any commercial agreement regarding supporting it, 
requires a significant difference between Victorian peak and offpeak 
prices, arguably of the order of at least $30/MWh.  To commercially 
achieve the revenue from inter-regional arbitrage, Hydro Tasmania has 
to bid in a manner which retains the appropriate peak-offpeak price 
difference.  Any action which supports the price for Victorian consumers 
therefore makes the Basslink investment less viable, and transfers the 
cost to Tasmanian consumers via Hydro Tasmania. 
 

• Tasmania seeks to attract new investment through Basslink.  However, 
these customers will only be attracted if a competitive price is delivered 
by the market.  Efficient new investment requires a competitive market 
to establish the efficient price for Tasmania.  The framework outlined, as 
indicated in the body of this submission, does not achieve a competitive 
market in retail terms for a number of years, and no competitive market 
on the supply side in the foreseeable future. 
 

• Hydrological risk appears to be a substantial component of the claimed 
benefits of Basslink.  Effectively, interconnection is seen as the means 
of securing alternate supply when drought occurs.  In addition to the 
issue raised above regarding Victorian peak capacity requirements, HP 
notes that Tasmania is also intending to secure gas firing for BBPS.  
The annual capacity of the proposed BBPS in energy terms (350 MW, 
assuming 90% capacity factor) can be expected to be 2750 GWh.  On 
the basis of Figure A1.5, this capacity would cover all reasonable 
contingencies.  Of course, load growth must be assumed; however, the 
papers also indicate the availability of several future increments of load 
which could support load growth. 
 

 
The Basslink Services Agreement 
 
The detail of the Proposed Commercial Arrangements contained on p87 of the 
“Competitive Future” paper contains four key issues of concern.  They are - 
 
• The ‘facility fee’ payable by Hydro Tasmania to Basslink Pty Ltd can be 

adjusted up and down depending on the spread between Victorian peak 
prices and off-peak prices.  Depending on the details of how this feature 
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of the contract operates, this provision indicates that the risk 
position adopted between Hydro Tasmania and Basslink further relieves 
the MNSP of market risk.  Presumably, a higher peak to offpeak spread 
allows Hydro Tasmania to pay more for the facility.  In conjunction with 
the ability of Hydro Tasmania to control the link capacity (see below) this 
creates the potential for perverse operation of the interconnector, further 
isolation of the Tasmanian market from real competition, and further 
asymmetry between mainland and Tasmanian NEM participation. 
 

• The Operating Performance and Technical Requirements provide for 
extensive communication between Basslink and Hydro Tasmania, rights 
of determination of outage timing and provision for notifications which 
are not available to other market participants.  This provision further 
compounds the access asymmetry, and the market power of Hydro 
Tasmania. 
 

• Basslink Pty Ltd is required to bid Basslink “at zero price, unless 
otherwise instructed by Hydro Tasmania”.  Neither the Commission nor 
the market may be assured that this interconnector will be open at all 
times, and commercially for its protection or profit, Hydro Tasmania will 
be able to constrain interconnector flow, including southward flow which 
carries competitive supply into the market which it dominates. 
 

• The Ancillary Matters section of the agreement detail confirms the 
contention in the body of this submission, that Hydro Tasmania is the 
sole beneficial owner of Basslink, and therefore the effective MNSP.  
Basslink Pty Ltd is clearly a contracted service to Hydro Tasmania.   

 
 
General Issues 
 
• The submission is unclear as to the matter of precedence in decisions 

regarding NEM entry.  The Executive Summary of the “Competitive 
Future” paper, p iii indicates that the “successful completion of Basslink 
[is] a precondition” for NEM entry.  They then indicate that the 
contractual commitments for Basslink are to be structured so that “the 
State’s entry into NEM is a Condition Precedent to the project 
proceeding to the construction phase”. 
 
This is not simply a pedantic matter.  Commitment to construction of 
Basslink without commitment to NEM participation creates a fait 
accompli with the potential for heavily asymmetric participation.  At best, 
the outcome would be a connection of new generation and load to the 
Victorian region. 
 

 
Proposed Derogations 
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HP’s comments regarding the proposed derogations are limited to Clauses 5.2, 
5.3 and 5.4.  These clauses all propose the addition of water storage levels to 
PASA information for Tasmania only.  While the water storage levels are clearly 
relevant to supply adequacy in Tasmania, they are not compatible with, or useful 
to, the PASA processes.  In order to have meaning within PASA, the water 
storage levels need to be interpreted in terms of energy availability. 
 
Furthermore, the water storage levels are insufficient on their own to support 
energy availability estimates. In addition, there needs to be consideration of the 
likelihood of different levels of inflows over the relevant period, water utilisation 
factors for energy production and of policies in relation to water reserve levels. 
 
These are not matters for NEMMCO to decide. In the case of inflow forecasting 
and water utilisation factors, it lacks the required knowledge and experience, 
and in the case of water reserve policy it would be attempting to predict the 
commercial decisions of a participant. 
 
We propose that these provisions, as drafted, should be withdrawn so that  -  
 
a NEMMCO is not required to deal with water storage levels, and 
 
b Tasmanian market participants, as with other participants (including 

hydro-electric generators in other regions), are required to translate 
technical data and participant policy into a form relevant to the electricity 
market. 

 
However, in recognition of the particular characteristics of the Tasmanian 
electricity industry, there may need to be some changes to the NEM PASA 
processes.  We suggest that – 
 
• Energy constraints may be expressed in probabilistic terms, recognising the 

uncertainty of future inflows (this may be applicable to other hydro-
electric generators also), and 

• That the medium-term PASA for Tasmania should relate to energy quantities 
rather than daily peak demand levels, as energy is likely to be the 
limiting value in a predominately hydro-electric supply system. 

 
 


